Commonwealth of Kentucky
Environmental and Public Protection Cabinet
Department for Environmental Protection
Division for Air Quality
803 Schenkel Lane
Frankfort, Kentucky 40601
(502) 573-3382

AIR QUALITY PERMIT
I ssued under 401 KAR 52:040

Permittee Name: Daugherty Petroleum, Inc.
Mailing Address: 120 Prosperous Place, Suite 201, L exington, KY
40509

Sour ce Name: Bills Branch Compressor Station
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233 Birch Street, STE 2
Hazard, KY 41701
(606) 435-6025
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Application
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I ssuance Date: February 14, 2007
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Expiration Date: February 14, 2017
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John S. Lyons, Director

Division for Air Quality
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SECTION A - PERMIT AUTHORIZATION

Pursuant to a duly submitted application the Kentucky Division for Air Quality hereby authorizes
the operation of the equipment described herein in accordance with the terms and conditions of this
permit. Thispermit has been issued under the provisionsof Kentucky Revised Statutes Chapter 224
and regulations promulgated pursuant thereto.

The permittee shall not construct, reconstruct, or modify any affected facilities without first
submitting acomplete application and receiving apermit for the planned activity from the permitting
authority, except as provided in this permit or in 401 KAR 52:040, State-origin permits.

Issuance of this permit does not relieve the permittee from the responsibility of obtaining other

permits, licenses, or approvals that may be required by the Cabinet or other federal, state, or local
agencies.

Version 12-11-2006
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SECTION B - EMISSION POINTS, EMISSION UNITS, APPLICABLE
REGULATIONS, AND OPERATING CONDITIONS

Emission Unit 01 (EP 01) Caterpillar Compr essor

Description:
Model: Caterpillar G3516LE; 1,340 BHP
Construction Date: 8/24/05
Fuel Input: 10.1103 mmBtu/hr
Power output: 1,340 hp
Primary Fuel: Natural Gas
Controls: None

Emission Unit 02 (EP 02) Waukesha Compr essor

Description:
Model: Waukesha Compressor F3524GSI; VHP Series Four; 840 BHP
Construction Date: Proposed
Fuel Input: 6.4428 mmBtu/hr
Power output: 840 hp
Primary Fuel: Natural Gas
Controls: None

Emission Unit 03 (EP 03)  Glycol Dehydration Unit
Model: NATCO Group Glycol Dehydration Unit
Construction Date: 8/24/05
Fuel Input: 0.36 mmBtu/hr
Power output: Not known
Primary Fuel: Natural Gas
Controls: None

APPLICABLE REGULATIONS:
401 KAR 63:020, Potentially hazardous matter or toxic substances

1. Operating Limitations:

Persons responsible for a source from which hazardous matter or toxic substance may be
emitted shall provide the utmost care and consideration, in the handling of these materials, to
the potentially harmful effects of the emissions resulting from such activities. No owner or
operator shall allow any affected facility to emit potentially hazardous matter or toxic
substance in such quantities or duration asto be harmful to the health and welfare of humans,
animalsand plants. Evaluation of such facilitiesasto adequacy of controlsand/ or procedures
and emission potential will be made on an individual basis by the cabinet.
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SECTION B - EMISSION POINTS, EMISSION UNITS, APPLICABLE
REGULATIONS, AND OPERATING CONDITIONS

1. Operating Limitations (Continued):

Compliance Demonstration M ethod:

For compliance demonstration, refer to the Section C. 3: General Conditions, Reporting
Requirementsfor any malfunction while operating the unit. Complianceisdemonstrated while
burning natural gas at the designed maximum capacity of unit. If the unit is modified,
modeling of air toxic emissions may be required.

2. Emission L imitations:
None

3. Testing Requirements:
None

4. Monitoring Requir ements:
None

5. Recor dkeeping Requir ements:
None

6. Reporting Requirements:
None
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SECTION C - GENERAL CONDITIONS

1. Administrative Reguirements

a

The permittee shall comply with all conditions of this permit. Noncompliance shall be a
violation of 401 KAR 52:040, Section 3(1)(b) and is grounds for enforcement action
including but not limited to the termination, revocation and reissuance, or revision of this
permit.

This permit shall remain in effect for afixed term of ten (10) years following the original
date of issue. Permit expiration shall terminate the source's right to operate unless atimely
and complete renewal application has been submitted to the Division at least six months
prior to the expiration date of the permit. Upon a timely and complete submittal, the
authorization to operate within the terms and conditions of this permit, including any permit
shield, shall remainin effect beyond the expiration date, until the renewal permitisissued or
denied by the Division. [401 KAR 52:040, Section 15]

Any condition or portion of this permit which becomes suspended or isruled invalid as a
result of any legal or other action shall not invalidate any other portion or condition of this
permit [Section 1a-11 of the Cabinet Provisions and Procedures for Issuing State-Origin
Permits incorporated by reference in 401 KAR 52:040 Section 23].

Pursuant to materials incorporated by reference by 401 KAR 52:040, this permit may be
revised, revoked, reopened, reissued, or terminated for cause. Thefiling of arequest by the
permitteefor any permit revision, revocation, reissuance, or termination, or of anotification
of a planned change or anticipated noncompliance shall not stay any permit condition
[Section 1a-4, 5, of the Cabinet Provisionsand Proceduresfor | ssuing State-Origin Permits
incorporated by reference in 401 KAR 52:040 Section 23].

This permit does not convey property rights or exclusive privileges [Section 1a-8 of the
Cabinet Provisions and Procedures for Issuing State-Origin Permits incorporated by
reference in 401 KAR 52:040 Section 23].

Nothing in this permit shall alter or affect the liability of the permittee for any violation of
applicable requirements prior to or at thetime of permit issuance [401 KAR 52:040 Section
11(3)].

This permit shall be subject to suspension at any time the permittee fails to pay all fees
within 90 days after notification as specified in 401 KAR 50:038, Air emissions fee. The
permittee shall submit an annual emissions certification pursuant to 401 KAR 52:040,
Section 20.
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SECTION C - GENERAL CONDITIONS (CONTINUED)

2. Recordkeeping Requirements

a. Records of all required monitoring data and support information, including calibrations,
mai ntenance records, and original strip chart recordings, and copiesof all reportsrequired by
the Division for Air Quality, shall be retained by the permittee for a period of at least five
years and shall be made available for inspection upon request by any duly authorized
representative of the Division for Air Quality [401 KAR 52:040 Section 3(1)(f) and Section
1b-1V-2 of the Cabinet Provisions and Procedures for Issuing Sate-Origin Permits
incorporated by reference in 401 KAR 52:040 Section 23].

b. The permittee shall perform compliance certification and recordkeeping sufficient to assure
compliancewith the termsand conditions of the permit. Documents, including reports, shall
be certified by aresponsible official pursuant to 401 KAR 52:040, Section 21.

3. Reporting Requirements

a. (1) In accordance with the provisions of 401 KAR 50:055, Section 1, the permittee shall
notify the Regional Office listed on the front of this permit concerning startups,
shutdowns, or malfunctions as follows:

i.  When emissionsduring any planned shutdowns and ensuing startupswill exceed the
standards, notification shall be made no later than three (3) days before the planned
shutdown, or immediately following the decision to shut down, if the shutdown is
due to events which could not have been foreseen three (3) days before the
shutdown.

ii. When emissions due to malfunctions, unplanned shutdowns and ensuing startupsare
or may be in excess of the standards, notification shall be made as promptly as
possible by telephone (or other electronic media) and shall be submitted in writing
upon regquest.

(2) Thepermittee shall promptly report deviationsfrom permit requirementsincluding those
attributed to upset conditions (other than emission exceedances covered by Reporting
Requirement condition a.(1) above), the probable cause of the deviation, and corrective
or preventive measures taken; to the Regional Office listed on the front of this permit
within 30 days. Other deviations from permit requirements shall be included in the
semiannual report [ Section 1b-V-3 of the Cabinet Provisionsand Proceduresfor Issuing
Sate-Origin Permits incorporated by reference in 401 KAR 52:040 Section 23].

b. The permittee shall furnishinformation requested by the Cabinet to determineif cause exists
for modifying, revoking and reissuing, or terminating the permit; or to determine compliance
with the permit [Section 1a-6 of the Cabinet Provisions and Procedures for Issuing State-
Origin Permitsincorporated by referencein 401 KAR 52:040 Section 23].
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SECTION C - GENERAL CONDITIONS (CONTINUED)

C.

Summary reports of monitoring required by this permit shall be submitted to the Regional
Office listed on the front of this permit at least every six (6) months during the life of this
permit. For emission units that were still under construction or which had not commenced
operation at the end of the 6-month period covered by the report and are subject to monitoring
requirements in this permit, the report shall indicate that no monitoring was performed during
the previous six months because the emission unit was not in operation.

The summary reports are due January 30th and July 30th of each year. All deviationsfrom
permit requirements shall be clearly identified inthe reports. All reportsshall be certified by
aresponsible official pursuant to 401 KAR 52:040, Section 21.

4. Inspections

In accordance with the requirements of 401 KAR 52:040, Section 3(1)(f) the permittee shall
allow authorized representatives of the Cabinet to perform the following during reasonable
times. Reasonable times are defined as during all hours of operation, during normal office
hours; or during an emergency:

a

Enter upon the premises to inspect any facility, equipment (including air pollution control
eguipment), practice, or operation.

To access and copy any records required by the permit.

Inspect, at reasonable times, any facilities, equipment (including monitoring and pollution
control equipment), practices, or operations required by the permit.

Sample or monitor, at reasonabl e times, substances or parametersto assure compliance with
the permit or any applicable requirements.

5. Emergencies/Enforcement Provisions

a

b.

The permittee shall not use as defense in an enforcement action, the contention that it would
have been necessary to halt or reduce the permitted activity in order to maintain compliance
[Section 1a-3 of the Cabinet Provisions and Procedures for Issuing State-Origin Permits
incorporated by reference in 401 KAR 52:040 Section 23].

An emergency shall constitute an affirmative defense to an action brought for the

noncompliance with the technol ogy-based emission limitationsif the permittee demonstrates

through properly signed contemporaneous operating logs or relevant evidence that:

(1) An emergency occurred and the permittee can identify the cause of the emergency;

(2) The permitted facility was at the time being properly operated;

(3) During an emergency, the permittee took all reasonable steps to minimize levels of
emissionsthat exceeded the emissions standards or other requirementsin the permit; and
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SECTION C - GENERAL CONDITIONS (CONTINUED)

(4) The permittee notified the Division as promptly as possible and submitted written notice
of the emergency to the Division within two working days after the time when emission
limitations were exceeded due to the emergency and included a description of the
emergency, steps taken to mitigate emissions, and corrective actions taken.

c. Emergency provisionslisted in General Condition 5.b are in addition to any emergency or
upset provision contained in an applicable requirement [401 KAR 52:040, Section 22(1)].

d. In an enforcement proceeding, the permittee seeking to establish the occurrence of an
emergency shall have the burden of proof. [401 KAR 52:040, Section 22(2)].

6. Compliance

a. Periodictesting or instrumental or non-instrumental monitoring, which may consist of record
keeping, shall be performed to the extent necessary to yield reliable data for purposes of
demonstration of continuing compliance with the conditions of thispermit. For the purpose
of demonstration of continuing compliance, the following guidelines shall be followed:
(1) Pursuant to 401 KAR 50:055, General compliance requirements, Section 2(5), all air

pollution control equipment and all pollution control measures proposed by the
application in response to which this permit is issued shall be in place, properly
maintained, and in operation at any time an affected facility for which the equipment and
measures are designed is operated, except as provided by 401 KAR 50:055, Section 1.

(2) All the air pollution control systems shall be maintained regularly in accordance with
good engineering practices and the recommendations of the respective manufacturers. A
log shall be kept of al routine and nonroutine maintenance performed on each control
device. Daily observations are required during daylight hours of al operations, control
equipment and any visible emissionsto determinewhether conditions appear to be either
normal or abnormal. If the operations, controlsand/or emissions appear to be abnormal,
the permittee must then comply with the requirements of Section C — General
Conditions, 3.a.(2), of this permit.

(3) A log of the monthly raw material consumption and monthly production rates shall be
kept availableat thefacility. Compliancewith the emission limits may be demonstrated
by computer program, spread sheets, calculations or performance tests as may be
specified by the Division [401 KAR 50:055, Section 2].

b. Pursuant to 401 KAR 52:040, Section 19, the permittee shall certify compliance with the
terms and conditions contained in this permit by January 30th of each year, by completing
and returning a Compliance Certification Form (DEP 7007CC) (or an approved alternative)
to the Regional Office listed on the front of this permit in accordance with the following
requirements:

(1) Identification of the term or condition;

(2) Compliance status of each term or condition of the permit;

(3) Whether compliance was continuous or intermittent;

(4) The method used for determining the compliance status for the source, currently and
over the reporting period, and
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SECTION C - GENERAL CONDITIONS (CONTINUED)

(5) For an emissions unit that was still under construction or which has not commenced
operation at the end of the 12-month period covered by the annual compliance certification,
the permittee shall indicate that the unit isunder construction and that compliance with any
applicable requirementswill be demonstrated within the timeframes specified in the permit.

(6) Thecertification shall be postmarked by January 30th of each year. Annual compliance
certifications shall be mailed to the following addresses:

Division for Air Quality Division for Air Quality
Hazard Regional Office Central Files

233 Birch Street, STE 2 803 Schenkel Lane
Hazard, KY 41701 Frankfort, KY 40601-1403

c. Permit Shield - A permit shield shall not protect the owner or operator from enforcement
actions for violating an applicable requirement prior to or at the time of permit issuance.
Compliance with the conditions of this permit shall be considered compliance with all:

(1) Applicable requirements that are included and specifically identified in this permit; or
(2) Non-applicable requirements expressly identified in this permit [401 KAR 52:040,
Section 11].
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SECTION C - GENERAL CONDITIONS (CONTINUED)

7. Construction Requirements:

Pursuant to a duly submitted application the Kentucky Division for Air Quality hereby
authorizesthe construction of the Waukescha Compressor (EP 02) in accordance with theterms
and conditions of this permit.

a. Pursuant to 401 KAR 52:040, Section 12(3), unless construction iscommenced on or before
18 months after the date of issuance of thispermit, or if construction iscommenced and then
stopped for any consecutive period of 18 months or more, or is not completed within a
reasonable timeframe, then the construction and operating authority granted by this permit
for those affected facilities for which construction was not completed shall immediately
become invalid. Upon a written request, the Cabinet may extend these time periods if the
source shows good cause.

b. Pursuant to 401 KAR 52:040, Section 12(4)(a) and 401 KAR 59:005, General provisions,
Section 3(1), within 30 days following construction commencement, within 15 days
following start-up and attainment of maximum production rate, or within 15 daysfollowing
theissuance date of thispermit, whichever islater, the owner and/or operator of the affected
facilities specified on this permit shall furnish to the Regional Office listed on the front of
this permit, with a copy to the Division's Frankfort Central Office, the following:

(1) Date when construction commenced.
(2) Start-up date of each of the affected facilities listed on this permit.
(3) Date when maximum production rate was achieved.

C. (1) Pursuant to 401 KAR 59:005, General provisions, Section 2(1), this permit shall allow
operation for (performance testing and/or compliance demonstration) of the affected
facilitieslisted herein. However, within 60 days after the issuance date of thispermit or
the date of achieving the maximum production rate at which the affected facilitieswill be
operated, whichever is later, but no later than 180 days after initial start-up of such
facilities, or the issuance date of this permit, whichever is later, the owner or operator

shall conduct performance tests on the compressor engine and furnish the Division’'s
Frankfort office awritten report of theresults of such performancetests) or (demonstrate
compliance to a duly authorized representative of the Division).

(2) Pursuant to 401 KAR 59:005, Genera provisions, Section 3(1)(b), unless notification
and justification to the contrary are received by this Division, the date of achieving the
maximum production rate at which the affected facilities will be operated shall be
deemed to be 30 days after initial start-up.

(3) Pursuant to 401 KAR 50:045, Section 2, asourcerequired to conduct aperformancetest
shall submit a completed Compliance Test Protocol form, DEP form 6028, or a test
protocol asource has developed for submission to other regulatory agencies, in aformat
approved by the cabinet, to the Division's Frankfort Central Office aminimum of sixty
(60) days prior to the scheduled test date. Pursuant to 401 KAR 50:045, Section 7, the
Division shall be notified of the actual test date at least Thirty (30) daysprior to the test.
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SECTION C - GENERAL CONDITIONS (CONTINUED)

(4) Pursuant to 401 KAR 50:045 Section 5 in order to demonstrate that a source is capable
of complying with a standard at all times, a performance test shall be conducted under
normal conditions that are representative of the source’s operations and create the
highest rate of emissions. 1f [When] the maximum production rate representsasource's
highest emissions rate and a performance test is conducted at less than the maximum
production rate, a source shall be limited to a production rate of no greater than 110
percent of the average production rate during the performance tests. If and when the
facility is capable of operation at the rate specified in the application, the source may
retest to demonstrate compliance at the new production rate. The Division for Air
Quality may waivethisrequirement on acase-by-case basisif the source demonstratesto
the Division's satisfaction that the source is in compliance with all applicable
requirements.

d. Operation of the affected facilities authorized by this permit shall not commence until
compliance with applicabl e standards specified herein has been demonstrated in accordance
with the requirements of 401 KAR 52:040, Section 12(4)(b). Until compliance is
demonstrated, the source may only operate for the purpose of demonstrating compliance.
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SECTION D - INSIGNIFICANT ACTIVITIES

The following listed activities have been determined to be insignificant activities for this source
pursuant to 401 KAR 52:040, Section 6. While these activities are designated as insignificant the
permittee shall comply with the applicabl e regulation and any level of periodic monitoring specified
below.

Description Generaly Applicable Regulation
1. Storage vessels: 401 KAR 63:020

a) 2,100- gallon tank to capture skid runoff
b) 2,000- gallon tank to store fresh oil

2. Machinery lubricants and waxes 401 KAR 63:020

3. 375,000 BTU/ hr reboiler for Glycol reconcentration loop 401 KAR 63:020



